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ISPs USE OF THE LOCAL EXCHANGE NETWORK FOR 
INTERNET ACCESS IS SIMILAR TO IXCs USE OF THAT 

NETWORK FOR TOLL ACCESS 

The establishment of an environment where multiple local exchange providers can 
compete for customers within a specific geographical area requires that all 
customers within that competitive geographical area be able to place calls to and 
from each other regardless of which local exchange company they chose to be 
their local service provider. Such an environment requires the interconnection of 
competing local exchange company (‘CLEC”) networks so local calls originated by 
a customer on one company’s network can be completed to a local exchange 
customer served by a different local exchange company in a manner which is 
transparent to the customers involved. Local exchange customers are not charged 
separately for receiving local calls from other local customers--the network cost of 
terminating local calls are factored into the monthly local exchange service rate. In 
recognition of this situation reciprocal compensation was established as a 
method whereby a local exchange company would be compensated for the use of 
its network to terminate a local call originated on the network of a different local 
service provider. This local compensation for network interconnection is the same 
process that has been used by LECs to interconnect and compensate each other 
for use of their respective networks. As depicted in the following diagram, where a 
local call is originated by a SBC customer and terminated to a CLEC’s customer, 
SBC compensates the CLEC for the use of the CLEC’s network to terminate the 
local call and visa versa. 

Dallas Local (Exchange) Callbng Area 

However, reciprocal compensation was not intended to require local exchange 

companies to compensate each other for handling calls which were not associated 
with the mutual provision of locat exchange service. For example, the following 
diagram illustrates a situation where a SBC customer originates a call that is to be 
carried to a different exchange (or different state) by an interexchange carrier 
(“IXC”) that is connected to a CLEC. In these situations, SBC and the CLEC 
charge (meet point bill) access service rates to the IXC for the respective portions 
of their interconnected network that is used to deliver the call to the 
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IXC’s point of presence (“POP”)-SBC and the CLEC do not charge each other for 
any portion of the call even though the call was exchanged between their networks 
within the local exchange. The customer that originated the call is charged by the 
IXC for the interexchange service provided to the customer by the IXC. Again, this 
is the same process that has been used by LECs to jointly provide access service 
to IXCS. 

Interconnection 

Customer 
/ 

As depicted by the following diagram, an Information Service Provider (“RF‘) 
operates in exactly the same manner as an IXC in that the ISP charges the local 
exchange customer for any call the customer places to the ISP’s network. And, 
just as with an IXC, the call to the Internet via the ISP rarely, if ever, actually 
terminates at the ISP’s premises but is carried for completion to an interexchange, 
interstate, or international location. Consequently, the call to the Internet, like the 
IXC’s call is an access call. SBC and the CLEC should not charge each other for 
use of each others network but instead, both SBC and the CLEC should charge the 
ISP (meet point bill) access rates for their respective portion of the interconnected 
local exchange network access that is used to deliver the Internet call to the ISP’s 
POP. 
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However, because of the FCC’s exemption, usage based access charges are not 
levied on Internet ISP network usage as they are on IXC network usage. 
Consequently, in order to avoid these legitimate interstate charges (which provide 
for (a) recovery of access costs and (b) support of universally availabie local 
exchange service at just, reasonable and affordable rates) existing and new IXCs 
have devised methods to arbitrage and inappropriately game the system (take 
advantage of the exemption loophole) and route their traffic, not via normal IXC 
networks, but on the Internet. 
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/XCs ARE USING THE EXEMPTION AS A LOOPHOLE TO 
AVOID ACCESS PAYMENTS 

The attached advertisements and articles are indicative of the Internet toll calling 
plans being created by IXCs as a result of the FCC’s ESP exemption to avoid 
access payments. 

l The local exchange network of ILECs and CLECs is being used by IXCs 
to gain interstate access to the Internet. 

l The Internet backbone is being used to transport the toll call. 
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News Release 

FOR RELEASE TUESDAY, NOVEMBER 11,1997 

More users get local, toll-free access to AT&T WorldNet Service 

Country’s largest direct internet service adding 75 points of presence 

BASKING RIDGE, NJ. -- AT&T announced to&y that another 8.3 million people will be able to reach 
the Internet through AT&T WorkiNet* Service with a 104 toll-free call by year-end. 

The company will in- the reach of its A’IZTWorkiNet Service, the count@s largest direct Internet 
service, with the addition of 75 noints of ~resemce IpOPs) by the end of the year. The additional access 
points will give AT&T WorldNet Service a total of 330 POPS. Each POP repnesenss omor more iocai 
telephone numbers that AT&T WorkNet Service subscribers can use to reach the service with a local cdl -- 
-t&t carries no toil cm. 

-_ -. 
_ __-- 

“Customers want local access to reach AT&T WorldNet Service,” explained Dan Schuiman, AT&T vice 
president for AT&T WorkiNet Service. “This action expands our local footprint to more than 70 percent 
of the couzltry.” 

AT&T WorklNet Service currently operates 255 POPS in the United States. It is the largest direct 
Intemet service in the US, with nearly one miIlion subscribers. 

Individuals should check with their local telephone company to determine whethertheycanreachthe 
nearest AT&T WorldNet Service POP without paying a toll charge. 

AT&T WorkNet Service is a unique service that enables customers to get to and use material f?om 
leading content providers in ways best suited to each individual’s needs. It o&rs uniimited access for 
$19.95* a month, hourly pricing plans, free so&are for multiple platforms, and no start-up cost. AT&T 
WorldNet Service was selected as the top Internet service provider by Smart Monet (5/97) magazine and 
PCworld (7/97), with both publications citing its outstanding reliability. 

AT&T WorldNet Service ranked tirst among 13 major Internet service providers during September in its 
ability to connect customers on the first try - 96.2 percent of the time as measured over a 24-hour 
period. Measurements were made by Inverse Network Technology. AT&T WorldNet Service s&ware 
for Windows* 95, Windows 3.1, Windows 3.11 for Workgroups and Macintosh* is available by 
download free of charge corn the public AT&T World&t Website (http://~.att.neti) and from the 
AT&T Corporate Website (httD://www.att.corn/) or by calling l-800-WORLDNET. 

To find the POP serving your Iocation, contact AT&T at www.att.net/ or 1-800-WORLDNET. 

L- 
l Ttltphont mctss and other charges may apply. 
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3 Local Dial-Up Services for internet Service Providers d 
Click Here to find out why you should be with Pat-West 

rra~wr ., 56Kbps Modems: Questions and Answers d 

m-d Bargain Priced High Quality Long Distance.d 
Fiber Optic Quaiity and 5 Star Service from 4.9# per minute 

Click Here for details. 

d Constant Touch@ VoiceMail has arrived! J 
Click Here for details on this exciting new service. 

0 Copyright 1997, Paw-West Tekcomm. Inc All Rights Reserved. 
ConrtantToucb is a regbterwi trademark of GknAyrc 
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Internetwork -s.w 
Global Internetwork,,, 

An Introduction 
SA Global Link’s Global lntemetworksm is an advanced global Internet 
lephony system that does not require either the caller or the recipient to have 

a computer, modem, or any peripheral equipment. The system is capable of 
transmitting voice, fax, video, and data via the worldwide Internet backbone 4 
and a distributed network of private lines and proprietary nodes, without the 

or lack of quality commonly associated with Internet telephony. Global 
etworkw is projected to have no delays. 

low costs associated with Internet transmission will greatly reduce prices 
for telephone calls to USA Global Link customers using Global 
Intemetworksm. Exact calling rates are yet to be determined, but it is 
anticipated that rates will be 80-90% less than conventional international 
calling, and 2040% less than callback. “Callers can expect rates of from 
%USO.25-$0.45, anywhere to anywhere,” says Christopher Hartnett, USA 
Global Link chairman. “By using Global Internetworksm, everyone with a 
phone will be able to make low-cost international telephone calls.” 

Global lntemetworksm is simple, seamless and transparent to callers. USA 
Global Link customers will simply dial their phone and be able to call anyone, 
anywhere in the world, for a fraction of conventional long distance rates. Voice 
calls will be instantly transformed from analog to digital signal and transmitted 
via the Internet to any telephone in the world. Once the call reaches its 
destination, the data is transformed back into analog voice format and 
forwarded to the recipient via the local telephone system. Digitized data travels 
on the Internet unhindered by the regulations which artificially inflate the cost 
of traditional voice traffic. The advanced Global Internetworks%; technology 
developed by USA Global Link allows customers to enjoy the tremendous cost 
benefits of the Internet without a computer or other equipment, and with no 
sacrifice of quality. 

USA Global Link-The World’s First Truly International 
Internet Service ProviderSM 

In implementing Global Internetworksm, USA Global Link is dedicated to 
service quality that cannot be adapted by companies supplying Internet 
services only. USA Global Link is rolling out this voice product over the 

http://www.usaglobal.com/intemetw’ork/ind 4/3/98 
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Internet only after extensive development in network provisioning for the I 
highest quality standards. Quality standards will include 24-hour customer 
service, network management, engineered traffic analysis for non-blocking 
networks, and redundant facilities with emergency restoration for the 
maximum availability. 

Because USA Global Link routes conventional international voice and data 
calls through a flexible multi-layer network, utilizing advanced least-cost 
routing technologies, the company is able to carry conventional international 
telephone calls to more than 200 countries and territories at greatly reduced 
costs while maintaining the highest level of quality. This scope of activity 
allows USA Global Link to offer truly international Internet service. With the 
implementation of Global InternefworkSM, USA Global Link becomes the 
world’s first truly In ternationai in ternet Service Pr0vidersh.f (‘ISP) . 

At Last-True Telephone-To-Telephone Internet Telephony! 
Imagine the cost savings of making a long distance telephone call through the 
Internet, without needing a computer, modem, or any peripheral equipment. 
USA Global Link Global lntemetwodw users will be able to make long 
distance and international calls just as they would any other call. Callers 
simply pick up the phone, dial the number, and connect with the called party 
anywhere in the world-at rates 80-90% less than conventional long distance 
prices. 

By utilizing our advanced technological and global network advantages, USA 
Global Link’s Global IntemetworksM enables callers to connect worldwide 
through standard telephones, using the Internet, without any special equipment 
or dialing procedures by caller or receiver. Our special Global Internetwork 
a~ technology allows you to talk with or fax to business associates, friends, 
and family-anywhere in the world, with the high quality you demand. 

USA Global Link will make the service available in a host of major business 
centers, including the USA, Germany, Japan, Brazil, Hong Kong, England, 
France, South Africa, Australia, Indonesia, Korea, Chile, and the Benelux 
countries. The system will expand rapidly throughout the world in the 
following months, creating a revolutionary global Internet telephony network. 

Technology t5ehlnd 
lntemetwork I 

Contact Us 
I 

world Press 

Articles and stories are Fcprinted with the pemtission of their authors or other ownel~ of the copyright in them 

Corwnahr 0 1998. USA Global Link, Inc. All Rights Resewed. The names. logos. taglines. slogans and icons 
identifying USA Global Link’s products and semces M the propnetary marks of USA Global Link, Inc. 
whm~arcfdiw I.wm . 

http://www.usaglobal.com/intemetwork/index.htm 
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USA Global Link Partners with 3Com On Its $1.2 Billion Internet 
Telephony Deployment 

FAIRFIELD, Iowa, February 10,1998-USA Global Link, Inc., the world’s 
largest provider of discount international telecommunications services, signed a 
letter of intent with 3Com Corporation (Nasdaq: COMS), to supply network 
infrastructure for its $1.2 billion worldwide Internet telephony system called 
Global Inferf%~o&M, a multi-pathway/multi-protocol global 
telecommunications network. 3Com is the premier manufacturer of carrier-class 
multi-service access platforms and VOIP-access solutions. 

The proposed agreement encompasses a complete arrangement for 3Com to 
engineer, furnish and install facilities on a global basis. Installation of 3Com’s 
Total ControlrM multi-sentice platforms will begin this spring and continue with 
the planned installation of 500 switches over the next 3 years. Initial installation 
will begin in Brazil, Germany, The Netherlands, Japan, the U.S., Switzerland and 
Hong Kong, with other countries in Europe, South America and the Asia-Pacific 
region to follow. Investment for this phase of the GZobaZ InterNetwork 
deployment will exceed $500 million. 

“Last spring USA Global Link opened the floodgates on Internet telephony with 
the announcement of our Global InterNetwork system,” said Mr. Christopher W. 
Hartnett, Founder and Chairman of the company. “Partnering with 3Com is a 
cornerstone to the successful deployment of the most sophisticated and 
ubiquitous telecommunications network in the world. Our vision and 3Com’s 
expertise form a powerful synergy for success.” 

As the world’s premier provider of alternative telecommunications services, USA 
Global Link has been deploying the GZobaZ InterNetwork system, an advanced 
network platform for the delivery of voice, data, fax, video and broadband 
multi-media services. Integral to the GZobaZ InterNetwork design and deployment 
has been the integration of IP pathways for voice and data services. Having 
reSearChed the technology packages of all the leading developers of IP access and 
routing products, the company has adopted 3Com’s Total Control VOIP system as 
the most flexible and advanced of the few carrier-class products available. 

“It is critical to the company’s Global InterNetwork strategy that any solutions 
adopted be carrier-class,” said Mr. Gary Hamm, Vice President of Global 
InterNetwork and Chief Technology Officer. “Early developments in VOIP 
products lacked the integration of features into an existing carrier environment. 
3Com’s products meet our requirements in a completely integrated technology 
package, making a new range of quality services possible, and allowing us to 
dramatically expand the envelope of telecom services worldwide. Also critical to 
the choice is 3Com’s global expertise and support presence.” 

The Global InterNetwork system is a complete global telecommunications 
network, which will ultimately encompass over 1000 points-of-presence (POPS) 
in all major metropolitan centers of the world, with a projected total capital 
investment of S 1.2 billion. The company is actively searching for co-location and 
marketing partnership opportunities. 

“We are extremely .pleased to be partnering with USA Global Link, a company 
with the vision, resources and tenacity to pull off a scheme as impressive as 
Global InrerNefwork,” said Mr. Ross Manire, Senior Vice President of 3Com 
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Carrier Systems. “Our Total Control platform is a perfect fit with its picture of 
the global telecommunications network of the next century--flexible, powerful 
and adaptable to changing and expanding market conditions.” 

USA Global Link is the undisputed leader in alternative, innovative 
telecommunications strategies, such as: discount international long-distance, 
international callback, GZobai 800s~ numbers, phone-to-phone Internet telephony 
and wholesale carrier least-cost routing services. USA Global Link also offers 
one of the world’s largest corporate travel and prepaid calling card programs. 

USA Global Link was recently cited as one of the world’s 50 largest 
international carriers and one of the world’s fastest growing telecom companies 
by Communications Week International and the Yankee Group in a joint survey 
published last December. USA Global Link provides service to more than 200 
countries and territories around the world and is an active member of the 
International Telecommunication Union (ITU) in Geneva, Switzerland, and the 
U.S. Department of State’s International Telecommunication Advisory Council 
(ITAC). The company is headquartered in Fairfield, Iowa, U.S.A. 

Now: Global Inrerh’ework is a ngistd service mark of USA Global Link, Inc. 
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Step One 

The Internet Phone Company (IPC) is dedicated to providing the highest 
quality international Long Distance Telephone Service at the lowest possible 
prrces to the Internet User Community. Once you have reviewed our rates, 
we think you will agree that we have met our objective. Depending on where 
your call originates and terminates, you can save up to 70% over local 
telephone rates. 

Our state of the art Intelligent Senrices Platform (ISP) combines the 
economy of Callback Service and the features of a Debit Card. As an IPC 
customer. you will be assigned a personal telephone number on our US 
based switching platform. When you wish to place a call, simply dial your 
personal number, hang up and wait for a Callback. When you pick up your 
phone, you will be prompted to enter your Debit Card number, hear your 
remaining balance and receive dial tone to place your call. 

Unlike many other callback companies, we bill our calls based on actual 
connection time - you only pay for the time you are talking. Many of our 
competitors bill their calls from the time you receive your callback or use 
some complicated formula that can add up to 25% to the cost of a call. IPc’s 
billing IS straight forward and always allows you to verify our charges by 
announcing your credit balance each time you use the service. We also bill 
your calls in six second periods (after the initial 60 second period) to save 
you even more money. 

If you would like more details about our service, please visit our FAQ paae. 

Lets ao to Step Two for mv rates. 
I Home 1 Contact Us I FAQ I Library 1 Order I Rates I Search ( Support I Three Steos 1 User Guide I -- 

Copyright 1996-97 Internet Phone Company. All rights reserved. 

http://www.inetphone.com/steps/ 
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DIGEX Showcase 

Qwn#ing- 
Selecting the right ISP is 
the most important decision 

lIB&met- you can make. 

Findinrr an Internet Sen-ice Provider in Your Area 

Examine the ISP’s %er\\x-vk 

Getting Connected. How Much Will Thev HelD You’? 

Price 

Conclusion 

l7ti.z white paper is written for coqomtions or organizations inter&ed in 
high-speed access (56 Kbps or highs) to the Intern& Different selection criterik 
(UC necessary for dial-up capabiiities orfor reseiiing bandwidth from an Internet 
Service l?+wkkr (BP). 

I. Finding an Internet Service Provider in Your Area 

Begin your search by findii a provider who has a point of presence (POP) local to 
the corporate site where the circuit will be installed. This does not mean that the 
ISP needs to be headquartered in your city, but that the ISP has an access point to 
their network within your service area. For many of the access services ISPs sell, 
the closer the ISP’s point of presence is to your site, the Iw expeRsiveyeur 

u$h@mAq telecommun&&ns charees will be. j’ry to avoid the additional 
zp=- of ordering and paying for a IOK& d&ce circuit i&j w cG@esence. 
Unf;o&nate$, G4 may not be & option for those in smaller cities. 

prices for point-to-point &d&ted circuits are based oti the exact mileage from 
your site to the BP’S point of presence. Other services such as Frame Relay are 
not distance sensiXve, but may not be oflered in ail areas and do not oflerfuii 

I of6 3/10/9: 
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revolutionize 

TUESDAY, FEBRUARY I c. 1998. ‘unstoppable’ 

NEW YORK - AhOSl I 
yenr ajto. AT&T rcxarch 
chii Dowd Ns@)e ~CIPOIP 
stnted nn Internet lelc- 

canputer, not II tekphone. The sound qunlity wa?; terrible. 
I: me dclm were ennoyng. 

The story WM tar dilkmtt~ Iart month when AT&T exeC- 
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ncemem thm AT&T WutMJ be 
me em r&r U.S. long awtier to jump iub3 the 
enaqprtg mmke ow known m Internet pmtocol (II’) b?clt 
phony. It is bmsa& a chespr. mom eflkienl tedmol~ 
that onlld allow miinom of AT&T pilciw talk tw trnnl via 
thelntem@m~1e8doltheqularph~nctrorlr 

The shUt at AT&T is powerful cvldnm or 8 mmrkal)le 
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KG Joins Telephony Price Wars, Plans 
5.9 Cents a Minute for Long Distunce 

By thEPHANIE N. bfEHTA 
SW1 Rm of THZ WALL Srnw Jocnwa 

ICC Commontcations Inc.. jumping 

available to business and residential cus- 
tomers in 166 markets by year end. 

into the Internet telephony price wars. 
plans to offer long-distance calling for 5.9 
cents a minute. 

The rate undermines the dimea-min- 
ute pricing widely available to consumers. 
It also undercuts Qwest Commtmications 
intcrnatlollal Inc.3 7.5 cent-a-minute price 
for calls using Internet technology. IDT 
Corp..asmahcarrierinHa&nsa&.N.J.. 
is offering a five-cent rate in a limited 
number of markets. 

The 5.9-tents-a-minute rate applies to 
calis originating and terminating in those 
markets. which represent about 9tX of 
domestic long-distance traffic. ICG said. 
Calls terminating outside the cities wiil 
cost 7.2 cents a minute. 

These new carrieis are able to offer 
lower prices in part because their calls 
bypass the tolls that traditional longdis- 
tance carriers must pay to local phone 
companies, which cany the calls into 
homes and offices. Such fees, known as 
accesscharges,cantotaimoretbanfour 
cents a minute. “I can offer calls at this 
l5.9 cents1 rate and still make money,” 
said J. Shelby Bryan, president and chief 
executive of ICG, in Englewood. Cola. 
AtxgImmisci~. 

The leap into the long-distance busi- 
ness is a significant move for tiny IGC, 
which had revenue of 9279 million last 
year. Mr. Bryan said the company has had 
to invest in customer-service centers and 
software to sign up and biil new longdis- 
tance customers. 
Reguhtors to Decide 

There are risks, too. Consumers may 
not tolerate the inferior quality of “voice- 
over-Internet” calis. The big savings! such 
carriers garner from bypassing the tradi- 
tional telephone architecture could evapo 
rate if regulators decide to subject Internet 
telephone calls to the same access charges 
as regular phone cabs. 

ICC. which offers local service in Cali- 
fornia the Southeast and parts of the 
Midwest, is able to offer long-distance 
service nationwide because of its recent 
acquisition of Internet service provider 
Netcom On-Line Communication Services 
Inc.. with network facilities in 299 markets. 
Netcom’s local offices will serve as gate. 
ways for the long-distance calis. which 
must be broken into digital “packets” 
before transm&ion over the Internet. ICG 
said LllcelIt Tecllnom Inc. wiu supply 
equipment for the service. 

Separately, ICC is expected to an- 
nounce plans to offer higb-speed Internet 
access to small businesses and some con- 
sumers in the local markets it serves. The 
company plans to use digital subscriber 
line, or “DSL,” technology to allow cus- 
tomers to download data quickiy over 
traditional copper telephone lines. 

Mr. Bryan said the service will be 
--. 

To deliver the swvice. ICC said it will 
install equipment in the Baby Bells’ cen- 
tral offices and lease access to local tele- 
phone lines from tbe Bells. Mr. Bryan said 
ICC is the first of the competitive local 
exchange carriers to announce a DSL 
offering. something that many Baby BeUs 
and GTE Corp. plan to deploy. 
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Bells begin tolling for Net calls 
By Paul Davidson 
USA TODAY 

Making long-distance calls 
over the Internet could soon 
lose its price advantage after 
the Federal Communications 
Commission said same Internet 
phone providers should be reg 
ulated like phone companies. 

BellSouth will immediately 

Internet companies 
to pay the fees, FCC 
otnciais say. 

The Internet 
could account for 
11% of long-dis- 
tance voice tragic 
by 2002, up from 
OX+ last year, 

The controversy 
turns on whether 

Long-disIance 
companies must 
pay fees to Bell 
companies to begin 
and end calls, and 
to subsidize phone 
service in poor and 
rural areas. 

ISPs, such as 
America Online, 
are exempt from 

characteristics of telecom- 
munications services.” 

The FCC backed OR a plan to 
automatically treat the compa- 
nies like long-distance carriers 
after the White House said the 
move would smother Internet 
commerce. Instead, the FCC 
says it will consider complaints 
from the Bells individually. 
Generally, companies that car- 
ry voice calls between phones 
- as opposed to personal com- 
puters - would be subject to 
the charges, says FCC Chair- 
man William Kennard. 

companies simply start charg- 
ing access fees, “The industry 
would probably not pay it,” 
says Joe Garrity of Qwest Com- 
munications, an Internet iong- 
distance provider. The Bell 
might then Ale a complaint, 
forcing the FCC to rule. 

begin charging access fees to companies that car- Kennerd such fees because 
fmernet phone services, says ry voice calls over they provide an “in- 
company spokesman John the Internet, or slmiiar data formation service.” But in a re- 
Schneidawind. Several other networks, are more like Inter- port submitted to Congress Fri- 
Bell carriers plan to gie com- net service providers (I!%) or day, the FCC says some Inter- 
plaints asking the FCC to force long-distance companies. net phone, carriers “bear the 

The agency is caught be 
tween the While House on one 
side, and traditional phone 
companies and rural-based 
senators on the other. Imposing 
access f 

T 
could double the 

price of nternet calls, which 
now cost as little as 5 cents a 
minute, oillciais say. 

- 
If BeUSouth or other phone 
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: Internet, Phone Calls, ‘No’ Computei Necessary 
When Calls Go Througli Cyberspace, the Cost Can Dtop Considerably, and It Still Sounds Like Mom 

. 
By SETH SCHlESEL 

M AKING n phone call over the Internet used to be 
a challenge. For one Jhlng. there was no phone 
involved. 

In 1995. for instance, Steve II. Frampton ~8; helping 
to link a school system tn Klngston, Gntarlo, to the 
Inttrnet. Sometlmes he trted to use the computer ltt hls 
laboratory to call hlr glrlfrltnd on her computer tn 
Japan. 

“How the old way worked was both partles would 
have sound cards, and then the sound cards would be 
hooked up with a mlcrophone and a speaker, and you 
would choose fmm a client eottwart package,” he 
recalled. “The conltgutatlons were very tasy. The Inter- 
facts were really ntce. but tht quality was really bad. 
Baskally It was elthtr completely ttttlntelllglble or It 
sounded like you wtre talking ln a tollet or SOmethhg.” 

Last fall, after trytng three gtneratlons of modems. 
Mr. Frampton Bavt up and went back to paytng abouf 
$i.50 a minute to talk over a c0nventl0na.t phone Ilnt. 

Today anyone can make an Internet phone call, with a 
telephone. 

Nora S. Spohr has no need for a computer when she 
makes langdlstance calls. But her conversations still 
travel through cyberspace. 

“My phone bills used to be up to g!KtO, $799,” sald Ms. 
Spohr, a leather merchant bt EngleWOOd, NJ.. who olttn 
calls Florlda. Europe and South America. But she 
recently started using prepatd phone cards from a New 
Jersey corporation called IDT, whkh routes many of Its 
calls ovtr the Internet rather than over tradltlonal 
communlcatlons networks. 

With each call, peoplt llkt Ms. Spohr and the compa- 
rites that serve them are shaklng up the telecommunlca- 
(Ions tndustry. They art beglnnlng to usher In a time 
when computere will have to share cyberspace wltb 
other technologlea, Just as cars shart $t hlghway with 

* 0. ,’ . motorcycles and trucks. 
On Friday. the Federal Communlcatlons Commlsslor 

took the Brst step toward regulating Internet calls wher 
It recommended that some cyhersprce phone carrier: 
pay the same fees patd by tradltlonal phone companies 
But for now, people ltkt Ms. Spohr are reltshtng thtlr lor 
rates. 

. 

“I used to pay llkt 89 cents a minute to Argentln 
because I had thls urge to pkk up the phone at arty tlm: 
and the phone companles have many dlfferent rates, 
she aald. addmg that IDT let her call Argentlna for aboo 

/ ;4g ctntr a mlnutt at any time. 
“Wlth tht card, I Just get to call whenever I feel Ilk{ 

It.” she satd on a recent weekday. “I called Buenos AIre, 
today because I forgot my uncle’s bhthday. and I don! 
havt to worry. 1 don’t want to be restrlcted to have b 
watt for Sunday or Saturday to get a good tale. 1 

“I Bnd no problem with the qupllty. and It’8 na 
, 

Conttnued on Page 8 



Ccmfanued From Pape 1 

qmpkated at all,” she added “And by 
buying the cards I’m Ummng myseff ro 
aramci $100 or a bttle more a mond~” 

The Internet has allowed people to talk to 
me another chmugb rheu compwen srice 
the early 1990%. but the technology was 
camplu: and tbe sound qutity &smaL 
Amuud 1996. compames began offertng 

r 
semce that allowed people to use 

eir wmputen to talk to other people who 
@ai Celephwes. but the sound quauty was 

Jtu! poor* 
9 Eoward Jonas. &airman of IDT. wtucb 
m ale of me fm compmr--+- 
smicex wd the first ctutnmers tended to 
coina from the digitally adept- “ln the be- 
gfudng.” be sad, “it was k&e: ‘Hey. Mom 
vm can’t belleve IL I’m callma wu fmm 
bn@duh,andW3onlya~m~~mmure’ 
Ami Mom was lb. ‘Whaddya say?’ ‘* 
; hut now compames are off enng phone 

@one iongdtstance semce that mute3 calls 
aver the imemet but keeps the sound quab- 
&closetocbatofastandardcaU 
~StsadafdcalksUllbaveUteedgemquali- 

overlmemettzaUThatlsbeuuuea 
L d telephone call travels bke a tram 
dawn ao empty track: Each mnntsauan 
ha8 Us own set path wtocb occupies a 
catam amtam 0loetwm-k space. regard- 
lea of wlmber the callers are actuaUy 
sphkIng or nm An lntemec call often trav- 
eIsUkeatramtbaIbashadlucansphtup 
&d sent down dl SON of ditierent paths: 
P-b tramlad mm bq computer 
m&z. and blu of code travel different muta. 

thou p~ecza of code are mat back 
c they can remam a little jumbled 

c 
tbe*caU u not as dear as tc could be). 
me OldIst axmmer elecuwuw de- 

via-me phant has all the glamour of a loog- 
-IT haa6ym- - durlfully reUabk 
ma cranky, qulcuy ln~le. 

-Buttbaftscbangm&~sLntemettechnoi- 
agbegitu IO cramform the world of plate 
$d telapbme SE- (or POTS, in teIemm- 
;umutunonS ~ugon), the phan w CakW the 
ibsenset out of the expuuwa computer box- 
.e m wtdcfl it haI t.radluonauy re¶ldad and 
~makingUusefulforpmplewhodonotkmw 
:a DOS prompt from a disk drive. 
i lniaatbepwplewhoamwngordmary 

i New phone service 

&riders cut costs by 
grouting calls over the Web. 

i tekpbatu to make calls thou@~ cybenpace 
I- * process called telephony t.prcmoonced 
:~~-EF~WIIW - may be the ftrst people to 
;use the Internet wnbout usmg P computer. 
~Buttheywtllnotbethelast 
, “We’re go* to see a masswe amount of 
:&tfanet use wuh appbaoca which have 
aken intcmet+nabled but whuzh we don’t 
: thfnk of as PC unXs.” said Vlnton G. Cerf. 
:arbo cpda@ the lnrerner m the late 
~1960’1 and IS now a semor executwe at MCI. 
i the No. 2 longdlstance relephone company. 
: “Telephony Is only one example of that. 
: Vmtte recorden. u!ev~~mu wash- 
, Ing macbma. water heafen ~11 all show’ up 
;on the network for al1 kmds of reastms.” 
; In Mr. Cerf’s v~s~cm. VCR’s could sprout 
tlllmmct anmattonssacheycouldbepro- 
:gratumed fmm home. or a water heater 
*an&f step out Lnto cyberspace so a Local 
: powar cmmpany cculd mm II on when dec- 
: uicuy was cheapesr 
dL The main reason that tekpbonn are 
mg up on the network IS cnsf For 
people who We to malor metmpolltan areas 
of cbc UnIted States. most calis can be made 
&ss expauwAy with a tamer that uses 

: ~lltemet technology. 
:! For instance. a host of comparues are nmv 
~fferinn a flat rare of 3mund 5 cenls a 

* .__ ._.. 2 _: 
tnimteforcallaauywhemmtbeUnUed 
SrmwuutyUamofday:thetradUhW 
~ctmp&a&Itandardnatmte~1o 
a -‘c’? 

~llarrvmea, ItltUAA’callsCttU& 
ermgreamr.USA.CbWLlnk.apnvars 
WY----m 
dIatTbl-~primuy~ 
tbiJtU&dSUtW.~~thUtUMstypld- 
ly4mfktuummIof~carrtersbY 
ammxf3Openxnt.Thewmpnynptamung 
tobegmrulugIemceIoalmutlItedStaLw 
CODIPIIICTS. _ ..,, _ - 

IntmsetcaUsarecbeaper~anthoseover 
stao&td networks fdr tam basic reasons. 
Byspimtuguptbeuaiacan (thepvece3of 
inftwmauw) that wnsutute a amvenauon. 
a umfer can often use us newt-k more 
effkiau@. On a sf telephone net- 
work. nvo people enpyfng a moment of 
dmce generally use as much of the system 
as a ~~reamfng match ctws. But durmg that 
momem of siknce. a network us.lng Internet 
tectmologywouIdbeaendulgpan¶ofan- 
orher connnallon umltig two orher pea- 
plc If the tedmofogy ?a9 workmg properly, 
the quiet of the !irJt calI would not be 
in- 

Mmt? LmpoMnL howeve r. compatue!5 that 
trarmmit pbont call3 over the internef are 

Omgress exemptkd In- CompameS 
frombavmgtopa~tbosefeeamLoctlpbo~ 
compaam m maa caau kcprse It Was 
coawmed that tb! lnurrtet m4@t not be- 
comeahit 1.’ r 

Now that the laternet &am fkd~ estab 
ILskd. the F.C.C. 

Y 
takenmefmtItePm 

lewd the playtog f Id WtHn eauepr~nm 
ti.50 cyanpa~e to bupucut the tradiuonal 
nenrmk’s mam fuhctma: M Calls. 
That could make b$emer cab mOR tWE.I- 
sin 

But the intern& mgdamry ad-t&e 
Inumaoalucallsbe- 

c- Internet co 8lUUUWOftWltbh?to 
huge lea. known as 

Dozens of compares sell fame sort of 
telephone set-ace that uses the Internet 
Domu more say they have the best 
technology for ralkmg through cyberspace. 
The five companres below represent most 
@cr~ofu m the new wave of long4uttmce 
hternet phone comers. Local collmg has 
not yet emerged as o ferttle market for 
Internet entrepreneurs. As put by Sanray 
Mewada an analyst for the Yankee Group 
in Boston: “lt uj cheaper on o per-mile 
lmsu for you co fly from New York to 
London than to take 0 cab from Manhattan 
to Queens. Bul tit doesn’t mean you 
shodd take a plane co Queens.” 

APUO 
(686) 642-7546 
~plia, a company d ased to France. 
recauly released 1 SmaU box that 5115 
between a normaAtelepbotte and a wall 
pck The user mm! ban a standard ti- 
up internet account and tbet~ can call 
armher API10 uedan*em m the world. 
the company pm&u for no more than 
the pnce of a localkall The axt of the unlt 
u $199. plus man y intet7Id llfteu fees. 
DELTA 3 
(888) 335-6230 

I tklta 3. a umt of R naid S. Laud&~ RSL 
commumcat1m3. ou3 Pm w.rds 
for tntetnauonai y to about 10 Mtbns. 

-- 
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mputer Necessary c_ . 

(Sal,1680116 I 
peat. Which ls huUdut.g a nauonal llber- 
IJ+ network of ku own. rib phone cards 
tUataUoaaustrwallanywhtmtntbe 
#ttfd States far 1.5 cam a mknuu. at any 
~Qwtst5card55navuLabkmnme 
&a.ma5uyknthtWcn.mclud.Wt~ 
&&a. San Francua, md Sal1 Lake City. 

% 

Unlike most Internet callers. I-LloVs 
clummtn use the armpany as Lklr 
default tongdcrunce camtr. I-Lbk 5db 
St- ln slx marktu mostly io the W-t 
mchdtng Phcen& Dallu and Hmstrn 
me c~mpaay 0im tmt5w au41 for 
4.9cmuatnmuu24havsaday. 
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FACTS AND STATISTICS REGARDING INTERNET USE 

A WINDFALL REVENUES THAT MAY BE PAID TO CLECs DUE TO 
INAPPROPRIATE APPLlCATlON OF LOCAL RECIPROCAL 
COMPENSATION TO INTERSTATE INTERNET USAGE ARE HARMING 
COMPETITION: 

TAB 6 

Number 
of 

Operating 
CLECs 

%!z 
5 

16 
1 
5 
1 
5 

31 
84 

Number of 
CLECs with 
agreements 

(3-31-98) 
(b) 

12 
29 
12 
14 
2 

13 
41 

123 
L 

Est. 1998 
Usage 
WOW 

Originated 
by SBC 

and 
transported 
to CLECs 

(c) 
847M 

33,374M 
54M 

274M 
82M 

2,969M 
4,364M 

41,964M 

Est. 1998 
Usage 
(MOW 

Originated 
by CLECs 

and 
transported 
to SBC by 

CLECS 
(d) 

26M 
2,370M 

2M 
7M 
8M 

13M 
16lM 

2,587M 

Est. 
1998 
CLEC 

to SBC 
term. 
ratio 

-3Rx 
14to1 
27to 1 
39to1 
lot01 

228tol 
27 to 1 
16tol 

Est. 
1998 % 
Internet 

of 
Column 

* 
89% 
80% 
63% 
98% 
92% 
93% 
89% 

Cum. 
windfall 
payment 

to 
CLECS 

for 
Internet 
(as of 

%? 
$0.5M 

$18.4M 

soi 
- 

S6.OM 
$6.2M 

$31.3M 

I 

Initial 
Est. 
1998 

monthly MOSt 
growth recent 

in actual 
Internet monthly 

From this information it is clear that: 

(1) Massive and inappropriate payments from SBC will flow to CLECs 
for W’s (not SBC’s) use of CLEC facilities to obtain access to the 
Internet. 

l ISPs get a free ride or are paid to use access facilities that 
IXCs and others must pay to use. 

l CLECs receive a windfall payment which as Columns (h) 
and (i) show is continuing to grow at an exponential rate. 

l SBC receives no revenue to cover its costs for the 
thousands of trunks it has added (approximately 45,000 in 
1997 and estimated to be 95,000 in 1998) and instead has to 
pay another access provider for the ISPs use of their 
facilities. 

These costs will grow at an exponential rate as Internet 
usage grows (Columns h and i). 

If this distorted process is allowed to continue, quality universal 
service will suffer. 



(2) The % Internet and SBC to CLEC originating ratio makes it clear 
that CLECs are concentrating on serving ISPs to the exclusion (for 
the reasons discussed in Tab 2) of residential and business 
customers. This is not the type of true local exchange competition 
that Congress intended when it passed the 1996 
Telecommunications Act. 

B. SBC INTERSTATE AND INTRASTATE ACCESS REVENUE AT RISK 
OF LOSS DUE TO THE INTERNET EXEMPTION LOOPHOLE. 

Interstate 
Intrastate 

1997 Actual 
(000) 

$1,229’ 
$1,527 

1 c. OTHER RELEVANT STATISTICS: 

1. Holdina Times: Non-Internet Internet 

Arkansas 
California 
Kansas 
Missouri 
Nevada 
Oklahoma 
Texas 
Average 

3.9 30 
3.3 25 
4.3 32 
3.6 26 
3.9 26 
4.0 40 
3.6 
3.5 

Clearly there is a significant difference in the average non-Internet 
minutes per call (including all access, local and toll calls) and the 
average Internet minutes per call. 

2. Customer usaae oer day: 

In a study of one ISP connected to a SBC office in the St. Louis 
area, the following customer usage patterns were found: 

Internet Non-Internet 

Average calls per customer per day 3.35 13.8 
Average holding times per call 30 MOU 5 MOU 
Average usage per customer per day 100 Min. 70 Min. 

l Excluding Annualized PICC amount. 

2 
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D. PUBLIC INFORMATION REGARDING THE CONTINUING 
EXPONENTIAL GROWTH OF INTERNET USAGE 

1. Number of Users is Continuing to Significantly Increase 

l “About 62 million people in the U.S. use the Net, according to 
IntelliQuest Information Group Inc. of Austin Texas. That figure 
represents about 30% of U.S. residents age 16 and older.” - 
Thomas E. Weber, “Who, What, Where: Putting The Internet in 
Perspective”, Wall Street Journal, April 16 1998 

. “Of those 62 million on-line users, nearly 25% were Internet 
newcomers in 1997.” - Thomas E. Weber, ‘Who, What, Where: 
Putting The Internet in Perspective”, Wall Street Journal, April 
16,1998 

l Canada and USA Internet users as of February 1998 - 70 
million - NUA Internet Surveys, 
htto://www.nua.net/survevs/how manv online/index.html 

. “The company [AOL] said its membership has grown by about 5 
million since it introduced flat rates in December 1996 and that it 
adds about 25,000 modems a month to handle the increased 
load.” - The Dallas Morning News, online version, April 17, 
1998 

. “More than 8.6 million members, including more than 750,000 
internationally; 13 million member users, counting spouses, and 
children in family households; over 5 million hours per day of 
online usage.” - AOL 1997 Annual Report - AOL At-a-Glance, 
h~D://www.aOl.~m/COrp/inV/reDOrtS/l997/4 glance 

2. Average Hold Times Are Long and increasing 

. “More people also said when they did get online, they tended to 
spend more time. They also claimed to spend less time 
watching television. Twenty percent of respondents said they 
spend more than 10 hours a week online, while 40 percent said 
they are spending more time online than they did a month ago.” 
- Lisa Pi&lie, “Number of Internet Users On The Rise”, 
TechWeb News, September 22,1997, 
http://www.techweb.com/se/directlink.coi?CRN1997092280065 

. “More than 800 million users hit the World Wide Web daily, up 
from 260 million last year, AOL said, and it now has peak usage 
of more than 675,000 simultaneous users, up from 334,000 in 
1997.“-The Dallas Morning News, online version, April 17,l 998. 
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l “The average Internet dial-up user in California stays online 45 
minutes a day, PacTel said, compared with 22 minutes of phone 
use for the average residential customer.” - Rex Nutting, ‘Delco 
Wants Net Access Charge”, TechWeb News, March 25, 1997, 
htto://www.techweb.com/wire/news/mar/0325teIco.htmI 

. “More than 8.6 million members, including more than 750,000 
internationally; 13 million member users, counting spouses, and 
children in family households; over 5 million hours per day of 
online usage.” - AOL 1997 Annual Report - AOL At-a-Glance, 
http://www.aoI.com/corp/inv/reports/l997/4-glance [5 Million 
hours of Usage divided by 13 million member users would mean 
an average hold time of .3846153 hour or about 23 minutes] 

. “Call Duration (Minutes) Peak 56.8; Current Average 27.5; 
Historical Average 6.1; Delta 352%” - 
h~D://www.vitalsians.com/products/va/reDorts/isDs.html 

3. Rate PricingYTirpe of Service Affects Usage Growth 

. “Instituted flat-rate pricing in December, 1996; increased 
usage by over 400% and membership by close to 40%.” - 
AOL 1997 Annual Report-AOL At-a-Glance, 
httD://wwv. aol. com/coro/inv/reports/l997/4 olance 

l $30/month basic service fee, including 25 hours of local 
usage, Internet Mail and USENET news for one user. 
$2.OO/hour connection cost to local hub (after first 25 hours) - 
httD://www.us.uu.net/oricina.coi/atterdial 

l “Worldnet (www.att.net) - with more 1.1 million subscribers, 
the biggest access provider apart from proprietary services such 
as AOL (www.aol.com) - last week said it will cap at 150 hours 
the previously unlimited usage of customers paying $19.95 
monthly, effective May 1. Additional hours will cost 99 cents 
each. The company said it needed to curb the 3 percent of its 
subscribers exceeding 150 hours and hogging network capacity. 
Other customers average 25 hours monthly. ” - Louis Trager, 
InterQactive Week, April 7 1998 

. “Meanwhile, Microsoft Corp. (www.microsoft.com) unit WebTV 
raised the $19.95 monthly charge for its WeblV Plus service to 
$24.95, effective June 1.” - Louis Trager, Inter@active Week, 
April 7 1998 
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. “Analysts said other access providers can be expected to cut 
rates for unlimited use, to lure AOL members disaffected by it 
increase to $21.95 monthly from $19.95 for unlimited use.” - 
Louis Trager, Inter@active Week, April 7 1998 

l Veil says other ISPs could follow AOL’s lead and raise prices 
or impose limit on connect time-as has IBM, which restricts its 
$19.95 subscribers to 100 hours per month. Raising subscriber 
fees or limiting connect time, he says, would likely help ISPs 
enhance profits, adding that right now, ‘Mindspring Enterprises 
is the only public ISP that is truly profitable.“’ - Keith Kirkpatrick, 
‘AOL Ups Access Prices Other ISPs Are Likely To Follow Flat- 
rate Rise”, Computer Shopper, May 1998, 
httD://www.zdnet.com/cshoDDer/content9805/297542.html 

. “Usage-based charges are going to replace, or at least 
supplement, flat-rate charges in the near future, according to 
speakers from AT&T and the International Telecommunication 
Union (ITU) - the United Nations agency charged with 
developing world telecommunications usage.” - Douglas 
Hayward, “Flat-Rate Charges Expected to Disappear”, 
TechWeb News, September 8 1997, 
http://www.techweb.com/wire/news/l997/09/0908flat. html 
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IN 

7 TAB 

TERNET USAGE IS NOT LOCAL BUT INTERSTATE 
ACCESS AND THUS IS NOT SUBJECT TO RECIPROCAL 

COMPENSATION 

1. The FCC’s exemption is wrongly used as evidence that Internet calls are under 
the State Commission’s jurisdiction and thus local. However: 

a) The FCC did not cede authority over Internet calls to the States as a 
result of the exemption. 

b) ISPs are end users only as a result of the exemption. Internet calls do 
not terminate at the ISP because ISPs are (for exemption purposes) 
classified as end users. 

2. A jurisdictional usage determination is wrongly confused with the type of 
facilities and services the FCC has mandated for use by ISPs to obtain 
network access. However: 

a) Use of local exchange facilities to obtain network access does not mean 
that all usage over those facilities is local. 

b) Purchase of the service classified in state tariffs as a local business line 
does not mean that all usage over that service is local. 

If purchase of local service (residential or business) or use of local exchange 
facilities were determinative of jurisdiction, then all switched calls and usage 
would be local, under the State’s jurisdiction. Instead, the end-to-end use of 
the local facilities (and service) determines the jurisdiction. 

3. The use of differing types of networks (circuit switched vs. packet switched) is 
wrongly used as a bases to argue that ISP Internet calls terminate at the end 
of one network and originate at the beginning of the second network. 
However: 

a) Types of network technology used do not (under FCC rules) determine 
the origination or termination points or jurisdiction of calls. 

b) Instead, a continuous end-to-end connection (physical or virtual) is 
maintained over both networks for the entire duration of an ISP Internet 
call. 

4. Definitional and regulatory distinctions (Telecommunications Service, 
Information, Telecommunications) are used to wrongly assert that Internet 
calls terminate at the ISP. However: 

1 



a) The unregulated status of an ISP does not determine that Internet calls 
terminate at the ISP. 

b) The fact that information service is provided on certain calls (and that 
there may be two components to a call - telecommunications service and 
information service) does not determine that Internet calls terminate at 
the ISP. 

irrespective of these distinctions about Internet calls, the jurisdiction of the call 
is determined on an end-to-end basis and thus the call does not artificially 
end at the ISP because it is deregulated or because it is not a 
telecommunications service but may be an information service. 

5. Claims about uncompensated LSP costs to provide facilities to carry Internet 
calls are wrongly used to assert that Internet calls are local and thus subject 
to reciprocal compensation. However: 

a) Both the incumbent LEC and LSP are adding thousands of trunk 
facilities and reinforcing switches due to the explosive growth and 
holding times of Internet usage. 

b) Under FCC orders, the only compensation for these costs, in lieu of 
access charges, is the local business line rate. 

c) Reciprocal compensation is not applicable because the incumbent LEC 
and LSP are not trading local usage. 

d) Reciprocal compensation is only applicable where both parties are 
providing retail (not wholesale access) service to their respective 
customers. 

6. Claims about barriers to competitive entry are incorrect and wrongly used to 
assert that Internet calls should be subject to reciprocal compensation. 
However: 

a) Reciprocal compensation o& incents uneconomic competition for ISPs. 
It disincents and in fact is an uneconomic barrier to local exchange 
competition for normal residential and business customers. 

b) No LSP would seek to sewe residential and business customers who 
subscribe to ISP Internet service because the ISP might be connected or 
induced to be connected to a different LSP. If that occurred, the first 
LSP would pay uneconomic compensation to the second LSP while 
receiving no compensation for its costs to carry ISP usage. 
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